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Galtaco Inc. 


Report to 
Shareholders 


On behalf of the Board of Directors, 
we are pleased to submit the Finan- 
cial Report for the nine months ended 
September 30, 1978 and to comment 
briefly on some of the more signifi- 
cant events during the year. 


FINANCIAL RESULTS 


In 1978, our subsidiary Bartaco In- 
dustries Limited, increased its owner- 
ship of Redlaw Inc., a United States 
Corporation, to 60%. The Financial 
Statements include the results of 
Redlaw on a consolidated basis. 


Consolidated sales for the nine 
months ended September 30, 1978 
were $48,366,000. as compared to 
$46,280,000. restated for the year 
ended December 31, 1977 while con- 
solidated earnings for the same period 
were $514,000. (being $.81 per share) 
as compared to consolidated earnings 
of $1,419,000. restated for the twelve 
month fiscal year ended December 
Sil, IAT. 


A direct comparison between 1978 
and 1977 operating results is difficult 
because of the change of date of 
your Company’s year end. 


In 1978, quarterly dividends of $.10 
per Class A share and $.085 per 
Class B share were paid. Shareholders 
were given the right to elect a stock 
dividend in lieu of a cash dividend. 
As a result of such elections there 
was an increase in the number of 
shares for trading from 654,454 to 
682,761 Class A and Class B shares. 


Dividends on the preference shares 
of Galtaco were also paid on January 
Ist, 1979 and were as follows: 


First Preference 


pharesas stn tae $1.50 per share 
Second Preference 
Shares: aes $5.06 per share 


OPERATIONS 


i) TAR CASTINGS: 
MANUFACTURING DIVISION 


A major program of product redesign 
and development had a significant 
effect on profitability in fiscal 1978. 


The Cambridge foundry fell short of 
budgeted projections principally due 
to a change in its product mix. These 
difficulties have now been resolved 
and management looks forward to a 
good year in this facility. 


The improved production facilities at 
Brantford are now operating at a 
favourable capacity and this division 
should continue to improve in fiscal 
oy oe 


The Orillia foundry also experienced 
lower margins in 1978 due to exten- 
sive model changes in its product 
mix. Your management is striving to 
resolve these difficulties and is con- 
fident that it can improve profitability 
in this operation shortly. 


During 1978, the labour agreements 
in both Cambridge and Orillia expired. 
Although the Company and_ our 
unions concluded new _ collective 
agreements, work stoppages in both 
facilities severely affected Galtaco’s 
operating results. The ~ agreement 
finalized in both plants promises 
stability and mutual understanding 
with our employees over the next 
three years. 


2. GENERAL MANUFACTURED 
PRODUCTS DIVISION 


In 1978, this division performed at 
comparable levels to 1977. The In- 
novator seating program experienced 
an increase in costs which has. af- 
fected its profitability. 


. the sales forecasts for both the In- 


novator and conventional seating 
programs are optimistic. The recent 
order from the Massachusetts Transit 
Authority for the City of Boston in 
the amount of $1,600,000 is a major 


| contributing factor. 


The industrial product division main- 


experienced a significant increase in 


sales during the first half of fiscal 
U——- —- 
This. division manufactures axles, 


wheel rims and other under-carriage 
parts for the recreational trailer mar- 
ket across Canada. 


o SPECIAL PRODUCTS DIVISION 


The hardware product line consisting 
principally of awning fabric and 
awning hardware was sold during 
1978. 


Spraymould Limited, a controlled 
subsidiary, is continuing on a limited 
basis. This Company’s entire opera- 
tion is presently under review. 


4, UNITED STATES OPERATIONS 


Your Company has majority control 
of three United States Corporations, 
namely, Redlaw Inc., Grand Rapids 
Metalcraft Inc., and Founders of 
American Investment Corporation. 
Grand Rapids Metalcraft Inc. is the 
principal operating unit. 


For the fiscal year ended July 31, 
1978 the net sales of Metalcraft, 
expressed in U.S. funds, increased 
by 24.5% to $35,555,000 as opposed 
to $28,568,000 in 1977. Earnings after 
taxes increased 26% from $1,114,000 
in 1977 to $1,490,000 in 1978. 


At present, Grand Rapids Metalcraft 
is offering its shareholders the right 
to subscribe for additional shares of 
its common stock at $5.00 per share. 
The proceeds from this offer will be 
applied to the reduction of loans 
attributable to the acquisition of 
Founders of American Investment 
Corporation. The subscription offer 
expires on May 18, 1979. 


Although Founders of American 
Investment Corporation made an 
unsuccessful tender offer for Hein- 
Werner Inc., a Wisconsin based 
manufacturer of automotive parts 
and construction equipment, man- 
agement is continuing its search for 


| acquisitions to complement the on- 


going operating companies within 
the Galtaco organization. 


COUTLOOR 
Bartaco Industries Limited, a 91% 


controlled subsidiary of Galtaco, has 
proposed to merge with Redlaw Inc. 
Redlaw is 60% owned by Bartaco. 


An agreement in principle has been 
reached which would enable Redlaw 
to merge into a wholly owned Dela- 
ware incorporated subsidiary — of 
Bartaco. The proposal has been rati- 
fied by the directors of both cor- 
porations subject to favourable tax 
rulings and approval of the minority 
shareholders of Redlaw. 


The amalgamated corporation, to be 
known as Redlaw Industries Inc., 
/ would be controlled by Galtaco. 


Application will be made for listing 
the shares of the amalgamated cor- 
poration on the American as well as 
the Toronto Stock Exchanges. 


The continued dedication and effort 
of our employees at all levels and the 
support of our suppliers and cus- 
tomers are greatly appreciated by 
your directors and management. 


The annual meeting of shareholders 
will be held in the Saskatchewan 
Room at the Royal York Hotel, 
Toronto, on Thursday, May 17th, 
1979 at 2:00 p.m. Toronto time. 


On behalf of the Board 


TESS Gib 


David L. Chandler 
Chairman of the Board 


Cr aia 


Douglas R. McKay 
President 


Cambridge, Ontario 
April 18, 1979 


Galtaco Inc. 
Five Year 
Financial Review 


1978 1977 1976 1975 1974 
(9 Months) 
Statement of Income: 
Galesar iis oi «ener See ee ee re ee $48,650,000 $46,814,000 $12,213,000 $12,179,000 $13,627,000 
Gost of sales sie) See een eee 41,641,000 38,867,000 9,585,000 9,430,000 11,423,000 
Gross: profit 321s: te eae ee $ 7,009,000 $ 7,947,000 $ 2,628,000 $ 2,749,000 $ 2,204,000 
Sales, financial and administrative expenses . . 5,170,000 5,393,000 1,688,000 1,492,000 1,465,000 
$§ 1,839,000 $ 2,554,000 $ 940,000 $ 1,257,000 $739,000 
Other income 
Gain-on.sale-of land wie anee sae $ $132,000 
Gain on salerominvestmentSmeris eee 156,000 
Unrealized foreign exhange gain.......... 185,000 840,000 
Equipment relocation costs’... .°. 22.45. (104,000) 
Equity in earnings of non-consolidated 
Subsidiary vaacvece see ee ee ee ee 44,000 140,000 274,000 106,000 
Income from other investments........... 106,000 72,000 19,000 
Income before income taxes, minority 
interest and extraordinary items .......... $ 2,120,000 °-$ 3,632,000) S$ 1.152.000: $415,550 0004S. 645 000 
Income taxes: 2u4% 5), eee ee ae eee 667,000 1,167,000 431,000 558,000 333,000 
$ 1,453,000 $ 2,465,000 $- 721,000. $= 992.000)$— 512,000 
Minority interest in income of subsidiary 
COMPANIES 2205 Aan ee ee ee 1,071,000 1,160,000 
Income from continuing operations.......... $ 382.000 $°1.305,000--S- 72100085 48 902, 000 mS 000 
Income from discontinued operations........ 84,000 114,000 
Income before extraordinary items .......... $ - 466,000 $ 1,419,000 $°— 727, 000 =S= ~~ 992,000 5 San) 2000 
Extraordinary itemSis 22s. ee se ee eee 48,000 154,000 384,000 
Net income: ..f 22.5 Sie bere cue ee es $ 514,000 $°1,419,000 $  875,000- $.-992 000) Ss 396'000 
Financial and Other Information: 
Working capital. 05%. 9055 wea $10,256,000 $12,191,000 $10,458,000 $ 1,632,000 $ 1,301,000 
Working capital ratio) ne ton 1.855) 2.00: | 1/981 137321 
Long term debtys. sapien eee ar oe 15,200,000 11,081,000 9,763,000 2,261,000 2,378,000 
Minority interest in subsidiaries ............. 8,414,000 8,325,000 5,065,000 
Information relating to Class A and Class B 
shares. 
Number of shares outstanding ......... 675,755 654,454 647,600 647,600 652,500 
shareholders’ equity ya. an $ 7,007,000 $ 6,540,000 $ 5,352,000 $ 5,001,000 $ 4,242 000 
Equity persharec’)scns. yaw ee ee $10.92 $10.50 $8.26 SI $6.50 
Cash tlow. per shares: eee eee $3.75 $6.97 Syl S7/ S232 S1e54 
Earnings per share*.... 4... eee .81¢ $2.30 $1.41 $1.52 $1.37 
Dividends: per 'Sharecc. ane eee ee .30¢ .40¢ .40¢ .30¢ 11/6 
Return: On GQuityiras eee ee 73% 217% 16.3% 19.7% 21.1% 


“Including extraordinary items. 
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Galtaco Inc. 


Consolidated 
Statement Of 
Income 


1978 


Si 


Revenue 


Cost and expenses 
OSTEO le OO CS SOIC ina. eter nes We enemies us 
Selling, administrative and general ............ 
Interest 
POC CTIN CO COL eran ery ile sate came pony ute 
OPEICT IGE A, Oe es APR ar ra eg ee ga ae 


Other income (expense) 
ainOnsale.Ot land san acute. ©. ek. he ees 
Sainson Salesot nVEStneniS sas mae ecu 2 sheds 
Unrealized foreign exchange gain ............. 
ECUIPIMENUTelOCaATION:;COStS. = anatase ee vine ene 
Equity in earnings of non-consolidated subsidiary 
Income from other investments............... 


Income before income taxes, minority interest 
and extraordinary item .................... 


INE@GOMEeRtAX CS ace onthe cee eR ea ese 


Minority interest in income of subsidiary 
COMIDAGSMreentte iM hon ee ace heat eve ete ts 


Income from continuing operations .......... 


Losses from discontinued operations after income 
CaXCSranlGl Minority Iter Stren bere ae en 
Gain on disposal of assets of discontinued 
businesses after income taxes and minority 
HL LELOS Leeper teen hie rE erence eneane aay eS ae 


Income before extraordinary item ............ 


Income tax reduction realized on carry-forward 
of prior years’ income tax losses of subsidiary 
COLSALTY Ameeeeete rina ae eto facues pee can Berne ars Sucre 


NETRINGOMEN motel O) irae. wt een teers 


Nine months 
ended 
September 30 


$48,366,000 
284,000 
48,650,000 


41,641,000 
3,726,000 


947,000 
497,000 
46,811,000 
__1,839,000 


156,000 
185,000 
(104,000) 

44,000 


281,000 


2,120,000 


667,000 
1,453,000 


1,071,000 
382,000 


84,000 
466,000 


48,000 
$ 514,000 


Year 
ended 


December 31 


$46,280,000 
534,000 
46,814,000 


38,867,000 
4,698,000 


531,000 
164,000 


44,260,000 
2,554,000 


132,000 


840,000 


106,000 
,078,000 


— 


3,632,000 
1,167,000 
2,465,000 


1,160,000 
1,305,000 


(31,000) 


145,000 
1,419,000 


$ 1,419,000 
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Galtaco Inc. 


(Incorporated under the laws of Ontario) 


Consolidated 
Balance Sheet 


ASSETS 


1978 


1977 


CURRENT ASSETS 


Cash and short term GemOStis ie. y seacoast eee 
Short term investments at cost which 
approximates market Valter sar @ eee ee ener core ee ee 
Accounts receivable ci ween sees ire ete Stee eater ee ena ne ee 
Notes reCGeivablece sco eee ie ee eee Ese 
IAVEMTOTIGS \Cr tess 7 ere es aie em re ove 
Prepaid expe@nsSes.*s cc sis vias oe esc ae aa ees 
INVESTMENT IN NON-CONSOLIDATED SUBSIDIARIES (note 4) ..... 
LIFE INSURANGE? cashesutineinG ere vall Ui Cimreeeenen ene seems etree tree orn 


FIXED ASSETS 
Buildings ard inp rovennen tse crt mas se ence oe rk eae een cnr ere 
Machinery and equipments tc = tees ene eee eee 


Less accumulated depreciation ere cise ane noe ee 


DEFERRED CHARGES (note.6) apm ei te 


Approved by the Board 


ip 
1\\ 


10 wp 


D. R. Mckay, Director 


TD 


a _e F2 3_ 


F. W. Simpson, Director 


September 30 


$ 5,281,000 


8,603,000 
423,000 
9,039,000 
570,000 


23,916,000 


4,794,000 


47,000 


441,000 
7,296,000 


18,811,000 


26,548,000 


11,031,000 
15,517,000 


2,074,000 


$46,348,000 


Dereon 


$ 7,284,000 


600,000 
8,612,000 


9,678,000 
307,000 


26,481,000 


907,000 


42,000 


570,000 
6,474,000 
16,839,000 
23,883,000 
10,575,000 
13,308,000 


1,829,000 


$42,567,000 


EEE eee 


———————————— rr rr 


LIABILITIES 


1978 


177 


SSS SSS SSS SSS SSS SSS SSS SSS SSS SS Ss sss sss Ssh 


CURRENT LIABILITIES 


Poa i CeD (eUneSS an OlelO) st esay pee sae so. was oe ha Paige wan 
Aecountsspayaple andiaccrued liabilities, ... o... 0.0. capes cee eens wous 
peOrienanU. Olnem taxes DayaDiC Gr tinevtad 62 sea nae sees wale ean ae bee 
Principal due within one year on long term debt....................08. 


SHAREHOLDERS’ EQUITY 


CAPITAL STOCK (note 8) 


Authorized 
2,818 6% Cumulative first preference shares, par value $100, 
redeemable at up to $105 per share 


779 6-1/4% Cumulative participating second preference shares, 


par value $100, redeemable at up to $105 per share 
999,500 Class A and Class B shares without par value 
1,000 Common shares without par value 
Issued 


SilocFirst preference shares (328 shares in 197/) ..........44..00-3. 
ey SESECONC DI Gl CLenCe: SNafeS. aime cue Sei se x Maeda ee habe ee bw ie Pe 
675,755 Class A and Class B shares (654,454 shares in 1977) .......... 


CONE IB DroURPLU Sie cecmamurt mew en vas aie oo ul enamine ai aad 
By Eee Ea ek INULIN GS Genentech rere ee GG, hese Spc 


COST OF 33,867 SHARES (31,825 SHARES IN 1977) IN 


COMPANYSHELD:-BYesUBSIDIARY ii. Wecek nas wees cee emer 


Commitments (note 9) 


September 30 


$ 4,619,000 
7,639,000 
166,000 
1,236,000 


13,660,000 


15,200,000 


2,007,000 
8,414,000 


32,000 
28,000 
838,000 
898,000 


101,000 


6,285,000 
7,284,000 


217,000 
__ 7,067,000 


$46,348,000 


December 31 


$ 4,274,000 
7,954,000 
929,000 
1,133,000 


14,290,000 
2,000 
11,081,000 
2,268,000 
8,325,000 


33,000 
28,000 
676,000 


737,000 


101,000 
5,975,000 


6,813,000 


212,000 


6,601,000 


$42,567,000 


Galtaco Inc. 
Consolidated 
Statement of 
Changes tn 
Financial Position 


1978 1977 
Nine months Year 
ended ended 


September 30 


WORKING CAPITAL DERIVED FROM 


Operations 
Nt GORGE eens tr etter nereee nearness ee Seo 514,000 
Items not involving working capital 
DepreciationvandbamoOrtizationy: wae ase entree ae ern ee 1,324,000 
Deferred-income: taxes (reduction): mses eee et een ee (261,000) 
Gain onsale ot fixed “assets tae sem et eee ee ee (240,000) 
Minority interest in income of subsidiary 
GCOMPANIeS © He uc chee Peneirer ean ace Sites ate eect cere arene eee 1,071,000 
2,408,000 
Increase: in long: termy debt tice ee eta ren oe re me 5 355,000 
Proceeds from’ sale*ot fixed assets in me, cen ree 827,000 
Issue..of capital Stock eee eens teane rete oer tere ere meen ear nee ee eee 162,000 
Working capital less cost of acquisition 
Of subsidiary’: cs ene eee Meee tee ete eT cine ce ee 
8,752,000 
WORKING CAPITAL APPLIED TO 
Additions to fixed assets.) ce-icts neni reer eee re 3,871,000 
Investment in. non-consolidated *Ssubsidiain meme meets een aera ree 3,826,000 
Advances to non-consolidated@subsidiariess.. saan ee ere 61,000 
Reduction. of long term debtre css see oe eens ere 1,236,000 
Redemption of shares: invsubsidiary) company sae een eee 875,000 
increase in deferred’ charges: ot. yin ise tne tem ieee ere eer 494,000 
Dividends... 05 een cid acer wee ae cone Ee ee Pere eee aa a 204,000 
Dividends paid to minority shareholders of 
subsidiary COMpanles: 2.4.07) csi gi cc eee eet eared 62,000 
OTE aa 5 salts we Sic sate, lee y a agen eee ee a 58,000 
~ 10,687,000 
INCREASE (DECREASE) IN WORKING CAPITAL................... (1,935,000) 
WORKING CAPITAL AT BEGINNING OF PERIOD.................. 12,191,000 
WORKING CAPITAL AT END OF PERIOD........................0. $10,256,000 


December 31 


$ 1,419,000 


939,000 
617,000 


1,364,000 


4,339,000 


2,000,000 
263,000 
48,000 


1,326,000 


7,976,000 


2,905,000 


169,000 
1,136,000 
249,000 
1,130,000 
263,000 


315,000 
76,000 


6,243,000 


1,733,000 


10,458,000 


$12,191,000 


Galtaco Inc. 


Consolidated 
Statement of 
Retained Earnings 


1978 1977 
Nine months Year 
ended ended 
September 30 December 31 
BALANCE AT BEGINNING OF PERIOD 
PN ORAL IOUS! VaLON Ol LCC mmmng pene tees Me Oa 4 Scie eG face eds ual Bian rants poms $5,562,000 $4,819,000 
Retroactive change in accounting 
ONG Van TIO Le Weesene eit etn By hs ac valencia) blaneneadte ox Fim caer oe 413,000 
JES, (STEMS | ng Suh ns Bh a chi ee ee 5,975,000 4,819,000 
INIGHE (RNG UALS wi cae Slaw lg wr ecto yea oa eer 514,000 1,419,000 
6,489,000 6,238,000 
Dividends on 
RECTETEM CEES NAC Surety earn Bertani ee oe By den cares: Grab ya: se a psener Roy tie are 3,000 4,000 
raSSE AOE aS SiS) al CSa eee wis crise ads ws PR ew, ix See wee Gee 8 ___ 201,000 259,000 
204,000 263,000 
BAUCANG EEplgeNDIOR PERIOD te spears co ee on ee a, ees eo et see $6,285,000 $5,975,000 


Galtaco Inc. 


Notes To 
Consolidated 


Financial Statements 
Nine Months Ended September 30, 1978 


1. ACCOUNTING POLICIES 


(a) Basis of consolidation 
These financial statements include the accounts of the 80% owned subsidiary company Molectrics Canada 
Inc. (Molectrics), the 91.3% owned subsidiary company Bartaco Industries Limited (Bartaco), its 59.8% 
owned subsidiary company Redlaw Inc. (Redlaw), Redlaw’s 50.2% owned subsidiary company Grand Rapids 
Metalcraft Inc. (Metalcraft) and Metalcraft’s investment in its 50.1% owned subsidiary company Founders of 
American Investment Corporation (Founders). Founders is a U.S. regulated investment company and ac- 
cordingly has been accounted for on the equity basis (note 4). 


The consolidated statement of income includes the company’s equity in Founders’ income for the period from 
April 7, 1978 to June 30, 1978, Redlaw and Metalcraft’s income from January 1, 1978 to July 31, 1978, and 
Bartaco’s income from October 1, 1977 to September 30, 1978. 


The company has operational control of Spraymould Limited and Spraymould (Bahamas) Limited and is com- 
mitted to contribute its management expertise to their operations. 


Should Galtaco give up its operational control it would be required to relinquish its shares in the Spraymould 
companies and accordingly they have been accounted for on the cost basis (note 4). 


(b) Investment in non-consolidated subsidiaries 
The excess of cost over assigned values of Founders at date of acquisition is included in the investment in 
the non-consolidated subsidiary and is being amortized over 35 years. 


The investment in the 51% owned non-consolidated subsidiaries Spraymould Limited and Spraymould 
(Bahamas) Limited is recorded at cost less provision for decline in value of advances. 


(c) Foreign currency translation 


The accounts of the subsidiary companies located in the United States and Bartaco’s long term bank loan 
payable in U.S. funds have been translated to Canadian currency as follows: 


Monetary assets and liabilities - at exchange rates in effect on the balance sheet date of the foreign sub- 
Sidiaries; 

inventories - at average rates of exchange during the period of purchase or manufacture; 

Fixed assets - at exchange rates prevailing at dates of acquisition; 

Long term debt - at exchange rates in effect on the balance sheet date of the debtor; 


Accumulated depreciation and related provision against income - at exchange rates prevailing at dates of 
acquisition of the related assets; 


Income and other expenses - at average exchange rates for the year. 


Unrealized exchange gains and losses are charged to income as they accrue with the exception of unrealized 
losses relating to long term debt which are deferred and amortized over the remaining life of the debt. 


(d) Inventories 


Inventories are stated at the lower of cost and net realizable value. Cost is determined on the first-in, first-out 
basis for Canadian inventories and for direct labour and overhead in a United States subsidiary. Cost is deter- 
mined on a last-in, first-out basis for materials and purchased parts in that United States subsidiary. 


(e) Fixed assets 


Fixed assets are Stated at cost and are depreciated principally on the straight-line basis using rates which are 
intended to write off the cost of the assets over their estimated useful lives as follows: 


Buildings and improvements 10-45 years 
Machinery and equipment 4-20 years 


10 
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1. ACCOUNTING POLICIES (cont'd) 


(f) Deferred charges 
New product development costs related to products in commercial production are amortized based on the 
rate of $4 per unit sold. 


New product development costs relating to products currently in the development stage are stated at cost 
less sales revenues therefrom. 


Deferred translation adjustments related to U.S. dollar debt are amortized over the remaining life of the debt. 
Long term debt issue costs are amortized over the original lives of the related debt. 


(g) Pension plans 
Current service costs are charged to income as they accrue. Unfunded past service liabilities are being charged 
to income as set out in note 9. 


2. CHANGE IN ACCOUNTING PRINCIPLE 


During 1978 the company adopted the method of foreign currency translation described in note 1(c) to conform 
with the recent recommendations of the Canadian Institute of Chartered Accountants. Previously the company had 
followed a method under which unrealized exchange losses on long term debt were charged to income as they 
accrued. 

As a result of the change, which has been applied retroactively, consolidated net income for 1978 has been in- 
creased by $236,000 and consolidated net income for 1977 has been increased by $413,000. 


During the period from the balance sheet dates of the foreign subsidiaries to September 30, 1978 the U.S. dollar 
increased in value relative to Canadian currency. Had the accounts of the foreign subsidiaries been translated to 
Canadian currency at September 30, 1978, net income would have increased by $120,000 ($.19 per share) and 
working capital would have increased by $180,000. 


3. INVENTORIES 


1978 1977 
RaWwannace ial sadhCnsulDDitCS seemire, Mite aseeeNiealeb-sanes alec. wane saw cries $4,862,000 $5,191,000 
N VOCE DLOGCC Sonam eater mae eM ember ye. on cently weak eo oils wea 3,157,000 3,225,000 
PILSVCS Wate ta efete Ric. > ih teats ok ete ocuayca ica cea eee are ee ena 1,020,000 1,262,000 
$9,039,000 $9,678,000 
4. INVESTMENT IN NON-CONSOLIDATED SUBSIDIARIES 
1978 1977 
Spraymould Limited 
STAC S are eee ae er yee Ct See cree Eten eisai m irae adi bois tw $ 10,000 $ 10,000 
8% Advances maturing July 31, 1982 less provision 
for dechine th WalWe OF STZD OOO sano cnocsnvanansscvssnens 924,000 897,000 
CICA VAC OS TaTen cere wan ata dan Ris ane ce ge aoa 34,000 
Founders of American Investment Corporation ...............- 3,826,000 
$4,794,000 $ 907,000 


(a) Galtaco has guaranteed bank advances to Spraymould of $160,000 at September 30, 1978 and while it retains 
operational control is committed to the guarantee of further advances and interest thereon for the financing 


of Spraymould operations. 
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(Continued) 
Nine Months Ended September 30, 1978 


4. INVESTMENT IN NON-CONSOLIDATED SUBSIDIARIES 
(a) (Cont'd) 


Spraymould is in the research and development stage of its corporate existance and all expenses net of 
government grants and sales revenue have been treated as deferred charges. The ultimate worth of the assets 
shown in the following summary of,financial data and the company’s investment in Spraymould is dependent 
on the successful development of the production process, suitable financing and subsequent sales or royalty 
agreements at adequate prices. A provision for decline in value of advances to Spraymould in the amount of 
$125,000 has been reflected in the accounts of the company. 


Subsequent to September 30, 1978 the company entered into an agreement with the Trustees of the Eaton 
Retirement Annuity Plan to acquire their interest in Spraymould Limited at a cost of $100,000 plus the com- 
pany’s interest in Spraymould (Bahamas) Limited. Upon completion of this transaction it is the company’s 
intention to undergo a statutory amalgamation with Spraymould. Management is of the opinion that the 
amalgamation will contribute to the recovery of the investment in Spraymould. 


Spraymould Limited summary of financial data: 


June 30, 
1978 
Current QSSOTS 2 osc ic fn sarteetn emcee na ee OTe roe OR ete eee $ 80,000 
Receivable frony affiliates jsaee cen cect tee ere ee rere ee 53,000 
Fixed assets, net of accumulated depreciation ................. 302,000 
Deferred charges tics 3 es.% = gates etna: ty an eee ne peer 3,314,000 
$3,749,000 
Current liabilities. 2.3. Sassi eee ee ee eee eee $ 254,000 
Long term debt. oc 5o265 Bok gai gs eee arte ce cetera te 3,358,000 
Capital stock ssc 1 ce g Waveccicn eee oa ee 137,000 
$3,749,000 


Spraymould (Bahamas) Limited is currently inactive. Its assets and liabilities are not material. 


On,April 7, 1978 Metalcraft acquired 1,812,296 shares (50.1%) of the outstanding common stock of Founders 
for a total cash consideration of approximately U.S. $3,300,000 including fees and expenses. Metalcraft 
financed U.S. $1,600,000 of the purchase price by a bank loan repayable in 18 months and U.S. $1,600,000 
by way of a loan from Redlaw under the same terms and conditions as the bank loan. It is the intention of 


Metalcraft to repay these loans from the proceeds of a subscription offering to its shareholders for additional 
shares of its common stock (note 12). 


The excess of cost over equity in assigned values of Founders was $274,000. 


The financial position at June 30, 1978 and results of operations for the year then ended of Founders is sum- 
marized as follows: 


CaS wna ed wp tesie leah eee ee ane gare $5,689,000 
Investments in real estate, at cost 

less accumulated depreciation of $147,000.................. 734,000 
Investments:in mining claims, at cost..4 5 oes ae ee 329,000 
Other assets 5.5) eenwhae es ance eee res ee eee ee 476,000 
Liabilities: 2.4 fey ds atuntenm MRO ek eee ee ee ee (381,000) 
Net 8861s \ 2 insshec uals ot Sine ile ck, $6,847,000 


4. INVESTMENT IN NON-CONSOLIDATED SUBSIDIARIES 
(b) (Cont'd) 


Investment income, including interest of $514,000........... 
Operating expenses, including income taxes of $107,000 ...... 


NGiInVEStehtelhnCOmM ere terniee t-4 tease Sen ioe naire a nook 


Income prior to April 7, 1978 (acquisition date)................. 
POAC OUNSILIOMIACOMIG #5 ahs ex cae tle vies ws a PPR Sw 


Meralctalt S-equitviin Met INCOME 2. .65 666. sec cee pea eee 
Less amortization of excess of cost over 
COUT Vo aS SIGNS GeV AICS ere nvr tris aici hin as teantens Sb in eh see 


5. DEFERRED CHARGES 


New product development costs 
Products iy CoMmimercial DROGUCTION «pase cy 44 casio acs aaw ees 
Products insthe development Stage... 2. <5. ve. is eens e ne es 
Unrealized translation losses on long term debt................ 
OC Ch GeO EISSUE COSLS @ rants av crmanncriueet iin vighs ot ctcin-s ie Sdebceht Gam 
OS L1Ch een eet tries oe SAME Re tote BE a Pog os en, a EE RTE oe 


6. BANK INDEBTEDNESS 


Bank indebtedness is secured by a general assignment of book debts, inventories and shares of a subsidiary 


company. 


7. LONG TERM DEBT 


The Company 
5-1/2% General mortgage sinking fund bonds 
re YHVES ARGUING AI SUBS IS% Dh csi Che Roetaho Reete eal CN eee kN een ner 
eScust KCRG COSI learn ne haantis Bacal 0 acm esate aria te we 


vel Avosdepentute que JUIY 15, 1902%0c ae cee n ge oan ee eee oe 
10% First mortgage bonds due June 15, 1982 ................. 
Bank loans, payable semi-annually to 1980 .................... 
BE ENGlten pavabierdanualyitO LOG/ sem ec. orm) oases od we cen oes aes 
Debenture due November 15, 1982, bearing interest 

AIPA ANIA Curate MCULLCON UY (W375 70., ce skeen mouedenrlos oe 5 altel os 


Subsidiary companies 

Longcterm.bank loan U:S..$4,800,000) 22s eee eke ee 
7.25% Debenture, payable monthly to maturity 

PLCs eee em Ferme eh Rie ade eke ecg te Memeo ec calmness meni 
Unsecured bank loan, due October 1979, bearing 

interest at 1/2% over U.S. prime rate 

(effective rate 9.5% at July 31, 1978) 

TES 1 GO” OO) carer paneer ates cee Mst aohv asda aitpinte agree Sn ate a 


een EES EE EE ee 


$ 1,237,000 


65,000 
626,000 
29,000 


117,000 


1978 


115,000 
37,000 


78,000 


741,000 
229,000 
150,000 


2,509,000 


1,890,000 


5,685,000 


240,000 


1,816,000 


$ 694,000 
359,000 


335,000 


(243,000) 
$ 92,000 


$ 46,000 


2,000 
$ 44,000 


UE 


$ 1,202,000 
63,000 
408,000 
36,000 
120,000 

$ 1,829,000 


Wey 


$ 120,000 
10,000 
110,000 
886,000 
277,000 
500,000 
2,788,000 


1,980,000 


5,270,000 


301,000 
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(Continued) 
Nine Months Ended September 30, 1978 


7. LONG TERM DEBT (Cont'd) 


1978 1977 
9.5% Bank loan secured by liens on equipment 
payable in monthly instalments of 
U.S. $26,000 to maturity in 1986 
(U.S. $2,500,000) Genes ce ee eee 2,837,000 
OTher . ccs ke ew bares hela ae dle eee ae oe I ee ree 261,000 102,000 
16,436,000 12,214,000 
Less principal included in current ligbiiittes 3.9. -...... 1,236,000 1,133,000 


$15,200,000 $11,081,000 


The long term bank loan is payable in U.S. funds and bears interest at the U.S. base rate of the company’s bankers 
(10% at September 30, 1978) plus 1-1/2% to December 31, 1979 and 2% thereafter and is secured by an assign- 
ment of shares in a subsidiary company. Principal payments of U.S. $500,000 are due on December 31, 1979, 1980 
and 1981, and the balance of U.S. $3,300,000 is due on December 31, 1982. Under certain circumstances earlier 
repayment may be required. 


Under the terms of certain of the debt instruments, the company has agreed to certain regulation of the following 
activities: 


(a) Investments 

(b) Borrowing of money 

(c) Redemption of capital stock 
(d) Payment of dividends 

(e) Loans to shareholders 


The bonds and debentures are secured by the company’s fixed assets and by a floating charge on all its assets and 
undertakings. 


Principal due on long term debt within each of the next five years is approximately as follows: 


RSV ds Mr rine tearerinemin On ta eri ss Grier tode at i ES $1,236,000 
T9OBO wae is apes aiee cece ait eee ates lee er ieee neg ee cree ene 3,626,000 
TOS T ricco, gee «nk hoe Gente we eee Go ayer iene aie ene 1,704,000 
ih eee Serer meer carinat Gn rims Se no es oo 1,635,000 
ios & Pee eer renee! vermis hm rhc mmee nce Rn ogee 5,991,000 


8. CAPITAL STOCK 


The Class A and Class B shares are interconvertible and the Class B shares are eligible for tax deferred dividends. 
Such dividends are effectively reduced by the company’s tax costs related thereto. In all other respects the rights 
of the Class A, Class B and common shares are identical. During the period ended September 30, 1978, 21,301 
Class A and Class B shares were issued for a consideration of $162,000. 


9. COMMITMENTS 


The most recent actuarial valuation indicates that the actuarially-computed value of vested benefits exceeded pen- 
sion plan assets and balance sheet accruals in Redlaw’s Metalcraft subsidiary by approximately U.S. $4,181,000 
as at August 1, 1977. Metalcraft amortizes past service costs over 30 and 40 years. 


Unfunded past service liabilities in the parent company approximate $114,000 at September 30, 1978. This liability 
is being funded by annual instalments through 1988. 


So 


ea re PEED 


10. EARNINGS PER SHARE 


1978 1S77 
InCOMe OM COMUBUING OPerationS ..)....0c.c.ene.e esas hoses $59 S20 
Dis COmimuUedsObere ONS amr per Deis wn seta Gate soe Sey a ema ore aul 19 
HMEOMmesOCTOLereX LA OL Nalyaltennpanisenmenle eine oe Se ees HS 2.30 
ELAO CCC Pe Namen ner Matta etn oi Rl any ees SAGs. 4 @ be x Ws eS aos .08 
Ne II COUAC Hemera etre ent eae ene © in es ead a ss kode win we gg wee $.81 $2.30 


11. INCOME TAXES 


At September 30, 1978 a subsidiary company has losses of $237,000 available to reduce future years’ income for 
tax purposes the tax effect of which has not been reflected in the accounts. 


12. SUBSEQUENT EVENT 


Rights offering by a subsidiary 

Metalcraft has filed a preliminary prospectus with the U.S. Securities and Exchange Commission in connec- 
tion with a rights offering to its shareholders. Existing shareholders will be offered the right to subscribe for 
common shares to a maximum of existing shareholdings. In addition each shareholder may subscribe for 
additional shares which will be allocated (on a pro rata basis if necessary) from any shares not subscribed for 
by other shareholders. 

Redlaw has agreed to subscribe for 315,427 shares (50.2% of all the shares offered). In consideration for this 
undertaking, Redlaw will have the right to purchase some or all of any unsubscribed shares for a period of 30 
days after the expiration date of the offering. 


13. OTHER STATUTORY INFORMATION 


1978 1977 
Direct remuneration of directors and senior officers 
(as defined by The Business Corporations Act 
(Oi (OMNRSTIGR) seca ase 0 A Gece tae S 219,000 $309,000 
DESHOCG RAO so nina ky tom ole Bee erees eae De Ice Ree ee eee 1,075,000 819,000 
EXITAOGUIZAC Ol eam ieee eee ter tx ee or fe RT oat Ws mont a etal nd 249 000 120,000 


Galtaco Inc. 
Auditors’ Report 


Thorne 
Riddell 


& Co, 


To the Shareholders of 
Galtaco Inc. 


We have examined the consoll- 
dated balance sheet of Galtaco Inc. 
as at September 30, 1978 and the 
consolidated statements of income, 
retained earnings and changes in 
financial position for the nine months 
then ended. For the company and its 
subsidiaries of which we are the 
auditors our examination was made 
in accordance with generally ac- 
cepted auditing standards, and ac- 
cordingly included such tests and 
other procedures as we considered 
necessary in the circumstances. For 
other subsidiaries consolidated and 
accounted for by the equity method, 
we have relied on the reports of the 
auditors who have examined _ their 
financial statements. 


As described in note 4, recovery 
of the investment in Spraymould 
Limited is dependent on successful 
development of the process and the 


Cambridge, Canada 

January 31, 1979 

(April 10, 1979 as 
to note 4(a)) 


outcome of the proposed amalgama- 
tion. 


In our opinion, subject to the ef- 
fects, if any, on the consolidated 
financial statements of the ultimate 
resolution of the matters referred to 
in the preceding paragraph, these 
consolidated financial statements 
present fairly the financial position of 
the company as at September 30, 
1978 and the results of its operations 
and the changes in its financial posi- 
tion for the nine months then ended 
in accordance with generally ac- 
cepted accounting principles applied, 
after giving retroactive effect to the 
change, with which we concur, in 
the method of accounting for un- 
realized exchange losses on long 
term debt as described in note 2, on 
a basis consistent with that of the 
preceding year. 


ISP cis Vb POI Ig OSS. 


Chartered accountants 


Galtaco Inc. 
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